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TOP EXECUTI VES AT BROKER- DEALER
CHARGED W TH SECURI TI ES FRAUD CONSPI RACY
| N CONNECTI ON W TH ABUSI VE MUTUAL FUND TRADI NG

DAVID N. KELLEY, the United States Attorney for the
Sout hern District of New York, announced the filing of securities
fraud conspiracy charges agai nst three top executives at
MUTUALS. com a Dal | as-based broker-dealer. A crimnal Conpl aint
unseal ed today in Manhattan federal court charges Rl CHARD A
SAPI O the Chief Executive Oficer, ERI C MCDONALD, the President,
and M CHELE LEFTW CH, the conpliance officer, with participating
in a schene to defraud nmutual fund sharehol ders in connection
with “market timng,” a practice involving the short-termtrading
of mutual funds.

According to the Conplaint, MJTUALS. com s princi pa
busi ness was helping its client hedge funds and ot her
sophi sticated investors to nake short-term “market-tim ng”
investnments in mutual funds. It was charged that as a result of
this trading strategy for its clients, MJTUALS. com received

numer ous warni ngs fromnutual fund conpanies that its trading



practices were unwanted and harnful to sharehol ders, and that the
funds would not permt such trades. |In response, according to
t he Conpl ai nt, the defendants devi sed and executed a nunber of
deceptive practices to circunvent restrictions placed on
MUTUALS. comi s tradi ng by nutual funds.

According to the Conplaint, these deceptive practices
i ncluded (1) creating and using nmultiple account nunbers for the
sane client; (2) creating and using affiliated broker dealers to
execut e trades, and concealing and m srepresenting the
rel ati onshi p between MJTUALS. com and these affiliated broker
deal ers; and (3) executing trades through multiple clearing
firms. By using these deceptive techniques, in 2003 al one,
MUTUALS. com and its affiliated entities were able to execute, on
behal f of their clients, over 3,000 trades in nutual funds that
had specifically conplained about the firnms’ short-termtrading
practices, it was all eged.

For exanple, according to the Conplaint, after
recei ving nunmerous conplaints frommnutual fund conpani es about
MUTUALS. comi s tradi ng practices, the defendants established two
affiliated broker dealers to continue to place market tim ng
trades for their clients in a nmanner designed to conceal
MUTUALS. comi s invol venent. As alleged in the Conplaint, although
these affiliated broker dealers were controlled by the

def endants, they did not use MJTUALS. comi s address, but instead



used mai | boxes mai ntained at mail service facilities. In
addi tion, MCDONALD allegedly lied to at | east one nutual fund
about the relationship between MJTUALS. com and one of the
affiliated broker dealers the defendants created, and for which
MCDONALD served as President. Specifically, MCDONALD cl ai nmed
that there was no relationship between MJTUALS. com and t he
affiliated broker deal er, and that he had never heard of the
affiliated broker dealer, it was all eged.

The Conpl ai nt charges SAPI O MCDONALD and LEFTWCH with
conspiracy to conmt securities fraud. |If convicted, each
def endant faces a maxi num penalty of five years in prison, and a
fine of the greatest of $250,000, or twice the gross gain or
gross loss fromthe offense.

The defendants are also facing civil securities fraud
charges filed against themby the SEC in Dallas federal court.

SAPI O 40, lives in Dallas, Texas.

MCDONALD, 31, lives in DeSoto, Texas.

LEFTWCH, 35, lives in Dallas, Texas.

The three defendants are expected to appear today
before United States Magi strate Judge HENRY B. PI TTMAN

M. KELLEY said: “This prosecution sends a clear signa
t hat abusi ve and deceptive conduct in the securities industry

wll not be tolerated. This is especially true when such conduct



is used to trade in nutual funds, and threatens to dilute the
returns due the mllions of Anericans who have placed their
savings in such funds. W wll continue to vigorously prosecute
those who conmt fraud to enrich thensel ves at the expense of
i nnocent investors.”

M. KELLEY is a nmenber of the President’s Corporate
Fraud task force. The Task Force is chaired by Deputy Attorney
CGeneral JAMES B. COWVEY, and was created by President BUSH in 2003
to conbat white collar crine.

M. KELLEY praised the efforts of the United States
Postal Inspection Service in the investigation of this case. M.
KELLEY al so expressed gratitude to the SEC for its assistance in
this matter.

Assi stant United States Attorneys STEVEN R GLASER
JOSHUA A. LEVINE, and JOSHUA KLEIN are in charge of the
prosecuti on.

The charges contained in the Conplaint are nerely
accusations, and the defendants are presunmed i nnocent unless and
until proven guilty.
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